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INTRODUCTION

The Cdifornia Economic Strategy Pandl, working with the consulting
firms of Applied Development Economics and Collaborative Economics,
respectively, developed a regionaly-oriented, two-track process which
examined:

Regiond patterns of employment and businesses at the locdl leve
between 1991 and 1994; and,

How sdected regiond industry clusters are organized and what
factorsfacilitate their growth and expangion.

Consdering the Size, diversity and complexity of Cdifornia, the Pand
identified 9x regions to implement the planning process. In each region,
host organizations and local partners came together to select industry
clugersto examine in thefirg planning cycle.

The host organizations and partners considered different criteria, such as
the largest or fastest growing industry clusters, to select representative
clugersfor theinitid cyce. Industry clusters participating reflected those
that are 1) established and expanding; 2) established and in trangtion; and,
3) emerging. Both quantitative and quditative methods were used to
understand each cluster and how key economic foundations provided
congraints and opportunities for the growth and expansion of each cluster.
The quantitative andys's examined:

the components, including key producers/exporters, suppliers,
human resources, investors, ingditutions such as governmernt,
education, research laboratories and associations and infrastructure
that make up the cluster by SIC Codes;

gze and growth of the cluster by employment and payrall;
evolution of the clugter;

relaionships and networks,

markets;

opportunities; and, most importantly,

requirements for future growth of the clugter.



In support of the quantitative andysis, the quditative analysis gpplied one-
on-one interviews with senior-level representatives of each industry
cluster. Host organizations and locdl partnersidentified and introduced 15-
20 key regiond leaders for each cluster, who were posed interview
questions, which included the following standard st:

Workforce Preparation and Renewal

What are the critica skills required by the cluster?

How prepared is the workforce today in terms of those critical
skills<

What should be done to make K-12 more responsive to the cluster?

What should be done to make technica training more responsive to
the cluster?

What should be done to make higher education more responsive to
the cluster?

What is the effectiveness of dtate training programs ?

What are the top three priorities for enhancing the workforce for
this cluster?

Technology Development and Deployment

What are the critica technology needs of the cluster?

How adequate is the technology base of this cluster?

What should be done to promote basic research for this cluster?

What should be done to promote applied technology for this
cluster?

What should be done to improve manufacturing techniques for this
cluster?

What should be done to improve business practices for this cluster?

What should be done to promote commercidization for this
cluster?

What are the top three priorities for promoting technology in this
cluster?



Capital Access and Availability

What are the critical capita needs of the cluster?

How adequate is capitd financing for this cluster?

What should be done to increase start-up capitd for this custer?
Wheat should be done to increase expansion capitd for this cluster?

What are the top three priorities for increasing capital availability
for thiscluster?

Trangportation Infrastructure

What are the critica trangportation infrastructure needs of the
cluster?

How adequate is trangportation infragtructure for this cluster?

What should be done to enhance regiona transportation
infragtructure for this cluster?

What should be done to enhance globdly linking transportation
infrastructure (e.g., airports and ports) for this cluster?

What are the top three priorities for enhancing transportation
infragtructure for this cluster?

Information Infrastructure

What are the criticd information infrastructure needs of the
cuser?

How adequate is the information infrastructure for this cluster?

What should be done to stimulate regiond dectronic networks for
this cluster?

What should be done to stimulate globd dectronic networks for
this cluster?

What are the top three priorities for enhancing information
infragtructure for this cluster?

Tax and Fiscal Policy

What are the critica tax and fiscd policy issues facing this cluster?



How competitive is the tax structure compared to other states for
this cluster?

Are tax incentives necessary for this cluster?
Istax equity necessary for this cluster and, if so, what should it be?

What are the top three priorities for improving the tax and fisca
policy dimate for this cluster?

Regulatory Environment

What are the critical state and locd regulatory issues facing this
cluster?

How adequate is the current regulatory environment for his
cluster?

What should be done to streamline the state and local regulatory
process for this cluster?

What should be done to reform specific regulations for this cluster?

What are the top three priorities for improving the regul atory
environment for this cluster?

Marketing and Export Support

What are the critical marketing and export issues facing the
cluster?

How adequate are current state marketing and export efforts for
this cluster?

What should be done to help market the products and services of
this duster domestically?

What should be done to provide export assstance to firmsin this
cluster?

Wheat are the top three priorities for increasng marketing and
export support for this cluster?

Quality of Life and Environment

What are the critica qudity of life and environmenta issues facing
this cluster?



What should be done to promote qudity of life for this cluster?

What should be done to address environmenta issues affecting this
cluster?

What are the top three priorities for enhancing qudlity of lifeand
addressing environmenta issues affecting this cluser?

Industry Cluster Networking
What are the critical networking needs of this cluster?

How adequate are current state and loca business networking
sysemsfor this cluster?

What should the state be doing to promote cluster networking to
exploit markets, provide training and improve business practices?

Wheat are the top three priorities for enhancing networking?

The findings and key policy issues from both the quantitative and
quditative anayses were complied in briefing papers for each of the nine
industry clugters (refer to Addendum 11). The briefing papers provided the
bassfor didogue during the regiond forums.

Regiond host organizations and loca partners organized and sponsored
regiond forums. Key industry cluster leaders, selected by the host
organization and locd partners, told the Panel where they though their
industry could be in five years and what chalenges they faced in reaching
their business gods. The Pand "listened to the customer” to identify
common themes and learn how the state's economic foundations could
facilitate the growth and expangon of the clustersin particular, and the
Cdiforniaeconomy overdl.

The following provides a summary of key policy issuesfor nineindustry
clugters examined by the Cdifornia Economic Strategy Pand in the first
planning cycle. The nineindudtry custers examined include
environmental technologies and multimediain the Bay Areg; diversfied
manufacturing (food processing, medica instruments and electronics) in
the Sacramento Valey Region; gppard and fashion design, information
technologies and entertainment in the Southern Cdifornia Region;
timber/wood productsin the Natural Resources-based Region; and,
telecommunications and healthcare technologies in the San Diego Region.



Key Policy Issues
for the
Environmental Technologies Industry Cluster

Bay Area Regional Forum

Future Opportunities

Cluster representatives were asked, "In five years, what can the
environmentd technology cluster look likein the Bay Area?"

The key dements of the vison included the following:

The region will be aleader in environmenta technologies related
to water reclamation, hazardous waste clean-up and
environmentally conscious product design.

The region will be able to stake its claim as the market leader for
environmenta technologies. It will be a the forefront of exporting
environmenta goods and services around the world, especialy to
Adaand Lain America

There will be opportunities to export our clean-up expertise to
Eagtern Europe, Asaand Mexico. We can learn from military base
clean-up and leverage internationdly.

The regiona industry will establish a valuable body of knowledge
that will have varied gpplications in different industries and
international markets.

Theregiond cluster will no longer be driven by regulatory policies
but by providing economicaly sensible technologies. Those firms
which will survivein the long run will establish themsdvesin
niche markets tied to industry needs, not regulation. Through the
development of these niche markets the regiond cluster will be the
firg to achieve suganability.

The environmenta industry will grow by diminating other
industries hidden costs due to inefficient uses of physicd
resources. By identifying projects which cut industry cods,
environmental technologies will help dismantle the traditiond
polarization of concern with "the bottom ling" and environmenta
objectives.

Regulatory policy will move away from dictating procedures and
move towards setting performance standards. Performance
measure gpproaches will stimulate innovation in product design.
Measurement technology will aso benefit.

The region could use the "Natural Step" methodology to train
executives in how to make their operations sustainable.
Theindustry will gill be rddively small.



Key Needs

Clugter representatives were asked, "What three steps must be taken to
achieve the vison?' The highest priority is moving toward performance-
basad regulation to reform the "maze" that characterizes Cdifornias
complex permitting requirements. However, impediments posed by
exiging sakeholders (e.g., regulators and lawyers) benefiting from the

current system are Sgnificant.
Economic
Foundations Stated Needs
Education/ - Few post-secondary programs have curriculato train
Workforce engineers and technicians for the environmenta

technologies indudtry.
Development of alabor pool trained in areas such as clean+
up and hazardous waste materia handling is needed.

Regulatory - Smplify Cdifornials complex permitting requirements:

1. Set performance objectives that environmental
technologies must meet which aretied to red
environmentd gods.

2. Let companies and "the market” figure out the
means to meet the goals.

3. Usethird-party verification to report how
companies are doing.

Try this new goproach initidly with one set of permitting
requirements. This method would provide incentives for
companies to innovate and move beyond compliance.

Congstency and predictability inlocal, sate and federa
environmenta regulations.

Consolidation of the numerous permitting requirements for
environmentd technology firms. Creation of asingle point
of contact to facilitate the gpprova process.

Hexibility in regulations which would dlow indugtrid
users more options in choosing the most gppropriate
technology for their specific activities.

Hold the line on federd roll-backs of environmenta
gandards. Some of the regulations being considered for
deletion are likely to be reconsidered for addition in the
near future. Cdifornia can provide leadership for
maintaining consstency.

State of Cdiforniashould play amore pro-activerole
advocating performance-based regulations at the national
leve.




Capital

Need access to capital which will dlow firmsto
commercidize ther technologies.

Need sources of capitd for R&D to dlow firmsto move
away from reliance on government funds.

Technology

Resolve the incongstencies in how nationd labs should
best serve thisarea. Some firms are frustrated with having
to compete with subsdized labsin obtaining federa R&D
grants while others believe the labs can play an important
leadership role in developing technologies.

Need to create incentives to encourage the processing of
ethanol from green wagte.

Need for aregulatory grace period to work out glitches
inherent in new pollution technologies.

Tax/Fiscal

There are Sgnificant cost disadvantages for environmental
firms to conduct business in California compared to those
states where competing firms have located. The state needs
to provide very visble and concrete incentives for
environmenta technology firms to locate and expand here.

Industry
Networking

Egtablish aregiond organization which can serve asan
advocate and information provider in state policy
decisons,; an organization which can dso nurture an
identity for the industry.

Information
Infrastructure

Deve opment of an economic information infrastructure
should focus on the complex permitting issues inherent to
the industry.

Quality of Life

City and regiond economic development planning which
focuses on sustainability concepts creates alocal market
for environmental goods and services.

Thisregion places a high vaue on the environmen.

Marketing

Egtablishing Cdifornia as aleader in environmenta
standards raises the prestige and credibility of Cdifornia-
based environmenta technology firms around the world.
Alliances across specific environmental industries reduce
firms dependence on specific regulation standards.

Physical
Infragtructure

State and regiona consensus on military base re-usewill
dlow Cdiforniafirmsto get ajump on developing
drategies, goods and services important to base cleartup.
Egtablishing Cdiforniafirms as leadersin base clear-up




has ramificationsin nationd and internationa markets.

Key Palicy Issuesfor Environmental Technologies Industry Cluster

Clugter representatives discussed key policy issuesfor the industry cluster,
the region and the state to address to grow the cluster:

Environmenta regulatory entities a dl levels need to move
towards performance-based objectives. Because the current
regulatory structure often dictates technologica means rather than
performance ends, Cdiforniaindusiry and environmental
technology firms are unable to capitaize on one of their greatest
comptitive advantages. innovation and entrepreneurship. Filot the
new gpproach within one area, perhaps uniform release reporting
law.

Egtablish an environmenta industry organizetion which will take
up the respongibility of voicing common concerns at the state and
regiond levd.

Create a state-leved point of contact which would concentrate on
environmenta start-ups and new technologies to walk them
through the maze of regulations and oversight.

Allow for flexibility in implementing new environmenta
technologies (i.e., grace periods to work out problemsin
implementing a new technology).

Environmenta industry needs to provide environmenta
technologies that help cut costs for industry consumers rather than
those technologies whose use is tied to specific regulations.

The industry should bring the "Natural Step” methodology,
pioneered successfully in Sweden, to Bay Areacompanies. This
method saves money for companies by emphasizing pollution
prevention (sustainability) over reactive compliance.

The dtate could provide immediate concrete benefit by helping to
finance the export of environmenta technologies. Mgor
competitors in Germany and Japan benefit sgnificantly from
having their governments behind them.

Participantsin the Environmental TechnologiesIndustry Cluster
Focus Group Discussion

The following cluster representatives participated in the Bay Area
Regiond Forum on July 21, 1995 at the Casade la Vistaon Treasure
Idand.

Jennifer Hernandez John Olin
Partner President and CEO
Beveridge and Diamond Seralnsruments




Rich Morrison
Senior Vice President
Bank of America

Robert Peterson
Divison Presdent
Waste Management of Alameda County

MikeLakin
Vice President
ICF Kaiser Engineers

Ron Advani
Regiona Manager and Vice President
CH2MHIill

Stuart Cram
Marketing Manager
Hewlett-Packard

Doreen Chin
President
Allied Technology Group

Ricardo Levy
CEO
Catalytica

Mike Biddle
President
MBA Polymers, Inc.



Key Policy |ssues
for the
Multimedia Industry Cluster

Bay Area Regional Forum
Future Opportunities

Cluster representatives were asked, "In five years, what can the
multimediaclugter look like in the Bay Area?!

Thewiddy shared vison of the clugter is that the region can continue to
be a hub of multimedia development and innovation. There is consderable
opportunity to develop a natura association between the Bay Area and
Southern Cdifornia Key dements of the vison indude the following:

The unique attributes of both Northern and Southern Cdiforniain
industries related to multimediawill put the West Coadt & the
forefront of aregionaly-based information economy. Asthe East
Coast and New Y ork areto traditiona print publishing, so the
West Coast and the Bay Areawill be for publishing of digita
information.

Theindustry will establish the language of the information age and
economy. Digita integration of video, text, graphics and sound
will create a new vocabulary which incorporates sounds, symbols
and movement in unpredictable ways.

The regiond multimedia cluster will lead the way in abroader shift
in the nature of work. In a high skill-based economy where
imaginative, innovaive and cregtive labor are highly vaued,
multimedia technology will be an incredible enabling tool.
Activities such as tdecommuting, distance learning and business
conferencing will be the first aress where multimedia will impact
the nature of work. The region has a tremendous opportunity asthe
rest of the world watches Cdifornias lead.

The convergence of firmsand indudtries dl trying to ensure a
presence in the future market for interactive information will be
complete. The deal-making, partnerships and buy-out efforts of
firms will subside as the markets for multimedia become more
clear.

Theinternd drivers of the industry will reach sugtaingbility.
Consumerswill be much more sophisticated and the process of
consumer maturation will accelerate. Markets beyond
entertainment (i.e., education and hedlth care) will begin to drive
multimedia product development into new arees.

The competitive advantage of the Bay Areawill shape the cluster
as acenter of creation and innovation. There will be fewer low-
skilled and manufacturing jobs.



Beyond itsrole in reshaping the nature of work, multimedia
goplicationsin other aspects of life will first be experimented with
and adopted here.

Key Needs
Cluster representatives were asked, "What three steps must be taken to

achieve the vison?' The highest priorities were in nurturing and
developing talent at dl education levesincluding K-12, post-secondary

and continuing education.
Economic
Foundations Stated Needs
Education/ - Primary and secondary education needs to establishnew
Workforce mechanisms of funding and procuring information

technology and providing indructor training.

Both education and training must dlow for
experimentation with delivery prototypes such as
business'education partnerships to define curriculum and
provide expert knowledge in actud application.

The capacity of post-secondary inditutions to turn out
trained individuals must be expanded.

Adaptive adult training programs must be expanded and
integrated into the workplace. California needs to take
advantage of its vast educational resourcesto forge a
common commitment to life-long learning.

Need incentive mechanisms for industry to become more
involved in funding technology training.

Need to recogni ze the tremendous value of cross-
disciplinary knowledge and skills. Aesthetic understanding
and creative imagination need to be integrated with
technologica expertise.

Capital - Venture cgpita as a source of financing multimediatitles
has yet to be fully tapped. The high cost and high risk of
multimedia development necessitates varied sources of
financing in addition to venture capitd.

Financing is needed for multimediato exploit international
distribution opportunities and create products specificaly
targeted for internationa markets.

Broader access to financing for capita equipment
investment is needed.

Technology - By usng multimedia technology, government can
demonstrate multimedias potentia applications. Adoption
of atechnology which is dominated by Cdiforniafirms
provides an initid market ard lowersthe risk to smdler




entities of adopting such new technologies.

Allow providers of information technology to suggest
guidelines and specifications when Sate agenciesissue
Requests for Proposals for technology upgrading.

Regulatory

Regulation of teecommunicationsisthe primary driver of
investment in advanced information infrastructure. The
Cdlifornia PUC needs to consder how deregulation of
telecommunications will impact the creation of this
infragtructure. The ultimate potentid of multimediais
intertwined with its ability to be digtributed remotely.
Regulatory issues need to be resolved and clarified.
Competition in the provison of communications
infrastructure is essentid for expanding the distribution of
multimedia

Industry
Networking

Both Southern and Northern Cdifornia's unique
specidization within multimedia are tremendous assets
where increased coordinated effort would have substantial
benefits.

The nature of business networks within multimediais very
opague. Development of these networks needs to continue
through bottom-up implementation.

Physica centersfor the production of work and the
education of business and private consumers are needed.
Opportunities for development of highly efficient network
rel ationships would be greatly enhanced by physicd
centers to display wares and interact with users and
developers.

Information
Infragtructure

Accessto broad band ATM infrastructure must become
cost effective. Ability to experiment with and establish
remote communications networks is fundamenta to
multimedia product devel opment.

Dedicated digita links to other regionsimportant in
multimedia (New Y ork for publishing and Los Angdlesfor
entertainment) would alow the Bay Areds clugter to
access activities which are not as specidized here.

Quality of Life

Culturdl amenities, recreationd outlets and environmenta
qudity are traditionaly balanced by the high cost of living.
The shared aspects of qudlity of life, as a unique regiond
advantage, should be incorporated into effortsto develop
industry networking and information infrastructure.

Marketing

Furtherina the leaend of multimediawill open up market




opportunities.

At present the consumer market is rdatively immaturein
its demand for multimedia goods and services.
Establishing the locd regional market as the most
demanding and sophisticated consumers adds to the need
for cutting-edge firms to be located here.

State assgtance with international marketing and
digtribution would fill a subgtantid void. Identifying
technologically advanced markets, establishing distribution
contacts, and assisting with international red tape are areas
of need.

Need to build the cgpacity of multimediaindustry
asociations at the regiond leve to ded with nationa and
internationdl inquiries.

Shared marketing projects could be tied into industry
network efforts by linking users of multimedia technology
to the physical centers located near convention centers.

Physical

Shortage of low-cost production space.

Infragtructure - Opportunities exigt to use large public spaces such as

closed military bases for production efforts or as industry
incubators.

Region isinundated with unreasonable and inflexible
zoning and permitting. Much regulation gppears
duplicative and highly prohibitive to entrepreneuria
enterprise.

Key Policy Issuesfor the Multimedia Industry Cluster

Clugter representatives discussed key policy issues for industry clugter, the
region, and the state to address to grow the cluster:

Invest in the post-secondary education system to attract and retain
credtive talent in the region. Need training for both artists and
technologists.

The entertainment and multimedia industries should have input on
deregulation of the tedlecommunications industry.

Strongly support locally driven efforts to develop the multimedia
industry, such as establishment of multimedia marketplaces.
Revamp the State's technology procurement policies so that
providers can propose technology solutions to improve state
operations (i.e., Request for Proposds). Allow for experimentation
and efficient distribution of lessons learned.

Adopt multimediaiin informationbased government activities such
as education, libraries and training. For example, the incorporation
of multimedia technology into sdf-paced learning courses or




remedia education with assurance of credit trandferability within
Cdifornia educationd inditutions.

The state has unique opportunities to provide incentives for
collaborative effortsin the areas of education, training and
regulation. For example through legidative action, creste tax
incentives for indudtry to invest in training programs and K-12
schools.

There are opportunities for the sate to provide leadership by
helping people understand the nature of work and businessin an
informationbased economy.

Participantsin the Multimedia Industry Cluster Focus Group
Discussion

The following cluster representatives participated in the Bay Area
Regiona Forum on July 21, 1995 at the Casade la Vistaon Treasure
Idand.

Maurice Welsh Solange Van der Moer
Director New Media Development Presdent of the Board
Pecific Bdl Multimedia Development Group
Prof. James Petrillo
DcI)Dr;rl\t/In;aB Chair of the Department of Artsand
Digjtal Village Associates _Mutimeda
Cdifornia State University Hayward
Bruce Gritton
Zane Gresham Director
Partner Computer and Information Systems
Morrison and Forester Monterey Bay Aquarium Research
Indtitute
Tim Boyle
Vice Chairman Jo(e)\flrr)gks
Northern Cdifornia Manufacturing Pop Rocket

Extenson Center



Key Policy |ssues
for the
Diversified Manufacturing
(Food Processing, Medical Instruments and Electronics)
Industry Cluster

Sacramento Valley Regional Forum

Future Opportunities

Cluster representatives were asked, "In five years, what can the recent
growth in diversfied manufacturing look like in the Sacramento Vdley
Region?'

The key dements of the vison included the following:

Companies are bullish on their growth opportunities and the

growth opportunities for the Sacramento Vadley Region.

Qudlity of life for employeesisthe main reason companies are

here. Secondary reason is proximity to Silicon Valley.

Areais attractive because "shop-floor folks' can afford to purchase

homes.
Key Needs
Cluster representatives were asked, "What 3 steps must be taken to
achievethevison?'
| Economic Foundations | Stated Needs
Education/Workforce - Fifty percent of people applying for apprentice jobs

are not trainable.

Chico State University software engineers and UC
Davis MBA's are good labor pools.

Maintain outstanding univerdty system; prevent
potential deterioration.

Divergty in universty sysem isimportant to
Cdifornia compstitiveness. Universities must
actively attract people from diverse backgrounds.
Cdifornia has innovative people; education should
support this.

Good cooperation with local educationa
inditutions; particularly Chico State University,
UC Davis and Butte Community College.

Forty percent of one electronics company's
workforce is temporary.




Capital

Banks are reticent about financing fadilities
congtruction in rura aress.

Technology

Regulatory

Labor law isinflexible. Workforces that choose to
go to 4-day week with longer than 8-hour shifts
face barriers.

Despite workers compensation reform, Appedls
Board reinforces abuse.

County one-stop is easy to work with.

Tax/Fiscal

1993 date tax changes made a difference.

Local governments need reliable, adequate revenue
sources. Need dtate fisca reform.

Cdiforniataxes are high rdative to Far East
competitors.

Industry Networking

Opportunity for manufacturers to work together to
attract shared suppliersto the region.

Information
Infragtructure

Quality of Life

Improve air qudity.
Improve increasing traffic congestion.

Marketing

"Transportation

K ey Policy Issuesfor the Diversified Manufacturing Industry Cluster

Cluster representatives discussed key policy issues for the industry cluster,
the region, and the state to address to grow diversified manufacturing:

The top priority is maintaining Caifornias outstanding university
system. The system must actively attract people from diverse
backgrounds for Californiato be competitive.

The second priority is reforming labor law to give companies and
workers the flexibility to choose variable work schedules (4-day
week with 10 -hour days, 3-day week with 12-hour days). Thisis
important to mesh with changing lifestyles and need to maximize
use of expensive capita equipment.

A third areafor reform is the workers compensation Apped's
Board, which companies believe reinforces abuse of the system.
A priority issue for Hewlett Packard, particularly for future
expangon, isqudity of life (i.e, ar qudity, traffic congestion and




schools) and the need to take aregiona approach to improve the
quality of life

Note that Hewlett Packard and Appl€'s operations in Sacramento
Vdley are expansons from their Slicon Valey base, rather than
relocations.

Cluster approach deployed by Arizona, where state, locals, and
university work most aggressively on drategic clusters, increases
the attractiveness of the state for high-tech.

Participantsin the Diversified Manufacturing Focus Group Session
Thefollowing cluster representatives participated in the Sacramento

Valley Regiona Forum on December 14, 1995 at the Franklin Templeton
Group of Fundsin Rancho Cordova.

Gary Souza George Bdogh
Manager of Production Generd Manager/Vice Presdent
Apple Computer Spectra-Physics Lasars
Don Whitaker Mark Nelson
Principal/Owner Government Affairs Manager

CERONIX Hewlett- Packard Company



Key Policy Issues

for the

Appare and Fashion Design Industry Cluster

Southern California Regional Forum

Future Opportunities

Cluster representatives were asked, "In 5 years, what can the apparel and
fashion design clugter look likein Southern Cdifornia?!

The key dements of the vison included the following:

If we ded with serious issues facing us, we can be sgnificantly
stronger. If we do not, then price pressure will defacto make us

weaker.

The linkage of entertainment, music and clothing will lead to an
exploson of new companies.

Connectivity that links consumers, manufacturers and retailers will
lead to quick turnaround. Thisis the key to the future.

Growth will be in internationa markets (now exporting 25%) and
marketing the "Created in Cdifornia" brand.

We must not compete on "chegper,” but on "better,” "faster,” more

"fashion forward."

The ability to sub-contract will remain a strength.

We should not ook back, but lead forward.

We need the ability to get in and out of markets quickly.
Opportunities for young entrepreneurs will continue increasing.

Key Needs

Cluster representatives were asked, "What three steps must be taken to

achievethevison?"

| Economic Foundations |

Stated Needs

Education/Wor kfor ce

No new job islow-skill anymore. Low forma
education should not be equated with low skills.
Every job needs good language kills and some
technicd ills

A new AA degree in apparel manufacturing should
be created.

We need to make use of the divergity of the
workforce,

Like auto industry, we need to restructure work,
practice change management and move to sdf-
governing teams.




Companies are developing their own waysto train
people; technology is usdess without training.

Capital

Small companies are serioudy undercapitdized,
often due to lagging receivables. This affects ability
to invest in technology and training.

Technology

Need technology to increase output, turnaround
faster and decrease codts.

With technology, smal companies can diversfy
into more functions.

There is experimentation with quick-turn systems
(e.g. demand activated manufacturing architecture)
Technology (i.e., communications, information and
manufacturing) can help us move from "just-in-
case' to "judt-in-time" manufacturing.

Regulatory

The solution to more widescae industry
compliance should be industry driven. This
problem affects the image of the whole industry.
The good owners and workers take the hest.
Thereisapoal of owners who do not comply with
regulation because they do not understand them or
are not aware of them. They need non-threatening
outreach and education.

For the estimated 30% of the workforce that is
working for illegal shops, the retailers should share
responsibility because they exert pressure to get
prices down.

Tax/Fiscal

The 1993 manufacturing equipment tax credit
helped.

Industry Networking

Needs to be an amagamation or coordination of
industry efforts. Need one voice and misson.

Need to encourage congtructive aliances of
manufacturers, contractors and retailers.

Need to improve industry image through education.
Smadl companies must participate in industry
efforts.

Need to educate universties, financid inditutions,
others about the value of serving smal companies.

Information
Infragtructure

Quality of Life




Int'l Marketing - Need to educate smal companies, get them to
internationa shows.

Tremendous opportunity to market the "Cdifornia
Image" internetiondly.

Need a person in state overseas offices who knows
foreign appard markets.

Importers are part of the cluster too.

Transportation

Key Palicy Issuesfor the Appare and Fashion Design Industry
Cluster

Clugter representatives discussed key policy issues for the industry cluster,
the region and the state to address to grow the clugter:

Theindudry isjus starting to develop an effective codition.
Southern Cdifornia Edison was a catdy< for this. Thisisacriticd
need before problems can be solved and opportunities addressed.
A Cdifornialogo/label (hologram) could dlearly differentiate
Cdifornia-made or created products in internationa markets.
There may be arole for state government in helping coaesce or
enforcethis.

A most vauable role for the government is enforcing U.S.
copyrights and trademarks more strongly.

Small companies need to be "herded" and educated about export
opportunities. There is a tremendous amount they need to know
and, even for interested companies, it is hard to figure out where to
go for information. Thereis adearth of accessibleinformation
about foreign markets, every retail channd is different. Oneidealis
for the state to fund an appardl expert in each of their overseas
offices; other governments do this routindly.

Another role for the state and region isto attract from Europe, key
companies where clusters have voids. The example mentioned was
Specidized textile mills.

Inconsistency between state and federd law creates an unlevel
playing field and makesit difficult for companies to understand

and comply with regulations (particularly for foreign-born

owners). There are two mgor inconsstencies. overtime pay and
third-party responsibility.

An example of progressis the development of one form to apply
for local and state business licenses.

Participantsin the Appard and Fashion Design Industry Cluster
Focus Group Discussion




The following cluster representatives participated in the Southern
Cdifornia Regional Forum on September 29, 1995 at the Cdifornia State

Universty Headquartersin Long Beach.

Patricia Cochran
Editor
Action Sports Retailer

Robert Walter
Presdent
Frank Walter Sportswear

John Calvert
Regiond Manager
Gerber Garment Technology

Scott Bailey
President
Split, Inc.

Ken Wengrod
Presdent
Rampage, Inc.

l1se Metchek
Executive Director
Cdifornia Fashion Asociation

Doug Arbetman
CEO
Sirena Apparel Group



Key Policy |ssues
for the
Information Technologies Industry Cluster

Southern California Regional Forum
Future Opportunities

Cluster representatives were asked, "In five years, what can the
information technologies duster ook like in the Southern Cdifornia
Region?'

The key dements of the vison included the following:

Southern Cdifornia can be the global leader in international
technologies (IT) application and development. Asacountry, I'T
can move from 7% to 52% of GDP.

Convergence will continue. Multimedia will move toward on-line
smulaion, then immersve virtud redity.

Particularly with multimedia, emphasis will shift from
hardware/science to content.

Smaller, specidized companies with more dliances will
predominate.

We can increase the role of technology pull (e.g., by hedth and
trangportation sectors) for IT.

Defense industry will not go away; it will remain important.
Growth will come from the integration of defense and commercid

sectors.
Key Needs
Clugter representatives were asked, "What three steps must be taken to
achievethevison?'
| Economic Foundations | Stated Needs
Education/Workforce - Do not erode universty system; especidly,
engineering schools.
Need training on how to use information
technology.

Poor K-12 hurtsin attracting new employees.
In K-12, too much money is spent on
adminigration; too little on education tools and
teachers. Take out categorica programs.

With inadequate, cast-off hardware, can not use
education software gpplications.

Kids need basic kills, plus the ability to use
technology.




Need to increase awareness about the
importance of this industry; job opportunities
for those qudified.

Capital Cog is eternd problem.

Technology Do not want state programs.
Rdationships developing well with
universities

Regulatory

Tax/Fiscal Lower state personal income taxes.

Corporate tax rates are high; especialy for
firg-year companies.
Increase the tax base.

Industry Networking

Alliances are key. Need forums for CEOs to
get exposure to each other. Smal companies
need this particularly.

Infrastructure (Physical
and Information)

Quality of Life

Decrease the redlity and perception of crime.
Focus on locdl businesses; other states are.
Promote purchasing from Cdifornia
companies.

Int'l Marketing

State door-opening should continue. Needs to
sarve smdl business. Help them determine who
is reputable. (50-80% of salesare
internationd..)

Other

Consensus and codition-building is very hard
inthis sate .

Key Palicy Issuesfor the Information Technologies Industry Cluster

Cluster representatives discussed key policy issues for the industry clugter,
the region and the dtate to address to grow the cluster:

Maintaining the universty sysem isahigh priority. Companies
recognize that they benefit from state and federd funding.
Universty-industry partnerships are happening.




Symbolism is extremely important in alarge state. Perception
drives investment.

Companies do not want to be pursuing state or federd project
funding directly.

From an employment and technology development perspective,
there is value to the defense mode of large-scale integrated
projects. The state could define "grand chdlenges." The state
government could be a strategic consumer in hedlth, education and
transportation the way the federa government was for defense.
Large market massis critica for IT companies (lowersrisk of user
adoption). By fogtering growth of other Cdiforniaindudtries, such
as hedth, the gate is indirectly fostering growth of IT.

Participants would prefer lower taxes to targeted tax incentives or
dtate technology programs.

State has been helpful opening doorsin the export area. Should
keep it up! Smal companiesin particular need help understanding
which foreign buyers, distributors, financiers, etc. are reputable.
The Los Angeles Regiond Technology Alliance (LARTA) has
linked people. Alliances are about people, and cannot be devel oped
through on-line tools.

Participantsin the Information Technologies Industry Cluster Focus
Group Discussion

The following cluster representatives participated in the Southern
Cdlifornia Regionad Forum on September 28, 1995 at Sony Pictures
Studiosin Culver City.

Robert Davidson Vicki Billings
President Project Manager
Davidson & Associates Northrop Grumman Corporation

Matt Waton Sam Covington

CEO CEO

[llusion, Inc. Looking Glass Software

Theo Mayer James Schultz
Vice President Vice Presdent

Metavison Whittaker
Rohit Shukla Patricia Goff
Director Director, Multimedia

L.A. Regiond Technology Alliance LA Regiond Technology Alliance



Key Policy |ssues
for the
Entertainment Industry Cluster

Southern California Regional Forum
Future Opportunities

Clugter representatives were asked, "What can Southern Californias
Entertainment Industry Cluster look like five years from now?"

The key dements of the vison included:

Speed is akey theme; change will keep occurring at an increasing
rate.

There will be globd growth in thisindustry and more regiond film
centers.

The number, quaity and diversity of the people in the industry will
increase.

The gpplication of interactive design technologies will

dramatically affect the creative and production processes.
Multimedia could promote the movement of design functions awvay
from the geographicaly concentrated core of the industry.

The growth will continue and we will see movement of East Coast
publishing groups to Southern Cdifornia

The growth in sub-contracting will not dow.

The digitd segment of the industry needs " care and feeding.”

Key Needs
Cluster representatives were asked, "What three steps must be taken to
achievethevison?'
Economic Foundations Stated Needs
Education/Workforce - Reform criteriafor accessing to state job
training funds.
More entertainment academies.

Increased funding for training programs that
have proven they work; expand them
dramétically.

Mechanism to communicate ever-changing
skill needs.

Need multiple skills: craft, technicd, cregtive,
collaborétive.

Everyone must understand digitd: directors,
atigts, technologists.

Need conaruence (in technoloay) between the




education and work worlds.

People and training ingtitutions need help
keeping track of trendsin industry skill
requirements.

Capital Use part of public pengon fundstoinvest in
new Cdiforniacompanies.

'Technology

Regulatory Change the way regulations are drafted and
enforced.

Tax/Fiscal Nurture pogitive tax structure.

Industry Networking

Need to keep working. Industry togetherness
isnot as solid as it appears.

Industry must expand understanding of itself.
Production facilities and people need to
associate.

Industry should provide the public with
information about trends.

Infragtructure (Physical and
I nformation)

Replace "snesker wear” with "infoware."

Quiality of Life

Decrease crime.

Work on image of region.

Decrease housing codts.

Eroding qudity of life hurts recruiting efforts.

Int'l Marketing

Governance

Need to build new business-government
governance mechanisms for an agile, fast-
moving economy and society.

Try government as strategic facilitator and
infrastructure builder.

Public sector must understand importance of
Speed..

Key Palicy Issuesfor the Entertainment Industry Cluster

Cluster representatives discussed key policy issues for the industry cluster,
the region and the state to address to grow the cluster:




There are three levels of priorities: 1) the current labor shortage
due to the need to train more people; 2) need to improve post-
secondary curricula (undergraduate, graduate, community college);
and, 3) the need to have more entertainment academiesin K-12.
If we do not proactively grow taent here, the industry will either
import talent or not grow here. If we import taent, we are missng
asgnificant opportunity to use job training for loca youth and
people to prevent further deterioration of our socid fabric. There
will be socid costs of not funding training for disadvantaged
youth.

A key role for the Sate pand is to revise how companies access
datejob training funds (particularly Employment Training Pand).
The current system is based on the factory model. It smply does
not work for an industry where people work for smal companies
or for themsalves, and where training needs change quickly.
SkillsNet is an example of an emerging, indusiry driven training
initiative between Northern and Southern Cdifornia

Should encourage more Entertainment Academies by developing a
training infrastructure for virtud teaching and learning. Thereisa
tremendous shortage of quaified teachers; we need to leverage
their abilities to impact more students.

State should not let concerns about universal access dow down
provison of information infragtructure services to high-demand
industries and areas. (Acknowledged that thereisalink between
date regulation, investment and infrastructure.)

Firacy isa continuing problem. Cdlifornia state government should
be an advocate on this issue with the federal government.

The Cdifornia Flm Commission is agood modd for busness-
government interface. Government Sts with industry, and the
attitude is let's make it work.

To improve governance of the sate and region, business mugt have
the discipline to tak with government. Government must have the
discipline to not see itsdlf as the solution to every problem.

Participantsin the Entertainment Industry Cluster Focus Group
Discussion

The following cluster representatives participated in the Southern
Cdifornia Regiona Forum on September 28, 1995 at Sony Pictures
Studiosin Culver City.

Gini Barrett
Executive Director GGOFQE;/Trr?Srmburg
Alliance of Motion Picture and FIm | atherm and Watkin

Producers

N Avl, CtAmasAm Nlavia TA~All



CEO
TthLevd

BarbaraKlen
Senior Vice President
Sony Pictures

Nick DiMartino
Vice Presdent
American HIm Inditute

Vice Presdent
Paramount

Dave Masters
Director of Training
Warner Brothers Feature
Animation



Key Policy |ssues
for the
Timber/Wood Products Industry Cluster

Natural Resources-Based Regional Forum
Future Opportunities

Cluster representatives were asked, "In five years, what can the
timber/wood products cluster ook like in Natura Resources-Based
Region?'

The key dements of the vison included the following:

Cdifornia can become amgor provider of end-use hardwood
products. (Currently, softwoods used for construction drive the
industry.) A symbiotic relationship can develop between primary
and secondary manufacturing. A key support capability is
development of atraining academy for sustainable hardwoods.
We can increase the portion of lands practicing sustainable
harvesting, and use this as a marketable advantage. This type of
harvesting would be the base from which to build environmentaly
friendly, vaue added products. Thiswould hep mitigate the
current boom-bust cycle of the softwood industry.

We can build on our private timber supply, if we do not regulate it
in amanner that discourages responsible, cost- effective harvesting.
Depending on federd palicy, we will ether have sagnationin
softwoods or recovery and growth.

We can increase yield on private hardwood lands, and use this base
to increase acceptance of engineered wood products. We can
export to East Asa But wood products industry cannot grow if
private lands are overmanaged.

We can make more products of higher quaity with lessfiber. The
futureis producing environmentaly safe products, using recycled
materials and better utilizing al components of the tree.

Key Needs
Cluster representatives were asked, "What three steps must be taken to
achievethevison?'
| Economic Foundations | Stated Needs
Education/Workforce . Technicd training resources for hardwoods should

be created, linked, funded and supported.
Educate the urban population on the nature of rura
living and industry. Educate legidators about why
the 'one policy fitsal' approach does not work.




Do not waste the strength built up in the UC and
CSU systems and talent in registered forestry.
Remove redtrictions on local high schoal youth
taking classes at community colleges.

Capital

Technology

Need access to shared kiln drying facility for
hardwoods.

Need to develop skillsin hardwood technologiesin
entrepreneurs.

Seek opportunities to 'import subgtitute' for
Cdlifornia made wood products (e.g., oak barrels
for wine).

Need new materials such as fiber composites and
dternative fibers.

Increasing complexity in machinery leads to higher
kill requirements and higher wages.

Regulatory

Avoid onerous gtate regulation on private lands.
Encourage objective andyss of environmental
iSsues.

Smplify the timber harvest plan requirements (now
12 entities review, is expensive and good for 10
years).

Resolve relationship between CEQA and the Forest
Products Act to avoid continuous lawsuits.

Move to performance-based regulation, rather than
dtate specifying best available technology. Current
regulatory structureis barrier to adopting new
pollution prevention technologies.

Adopt a best practices approach to regulation

county by county.

Tax/Fiscal

Policies generdly are reasonable.
Deveop incentives (or eiminate disincentives) for
making environmentally friendly products

Industry Networking

Need a marketing cooperative association for
hardwoods.

Collaborative, participatory management and
|eadership models need to be promoted &t the local
leve.

Information
Infrastructure

Quality of Life

Help people and policymakers understand that




economic diversity matters.
Educate locd government on the usefulness of
technology and the wood products industry.

Marketing Launch amgor marketing effort on hardwoods,
increase awareness of what's available and
overcome resistance to California species.

Transportation - Continue working on roads to access forests.

Key Palicy Issuesfor the Timber/Wood Products Industry Cluster

Clugter representatives discussed key policy issuesfor the industry cluster,
the region and the state to address to grow the cluster:

The key need for moving into hardwoods, ardétively new fidd, is
training. Need to make it a priority to see that training resources
are developed fagter.

For anew indudtry like hardwoods, a key need isfor seed funding
to do research that would help define the real market opportunities,
economic parameters and requirements. Information is needed
before any businesses will art up (e.g., determine the economic
parameters of collective hardwoods kiln drying.) Large companies
will not fund this because there are no large hardwood companies
in theindugry (unlike softwoods). Universitiesare not in a

position to do research that is unfunded.

Northern Cdlifornia has 30% of Cdifornias land mass and 3% of
its population. Electronic communications could be essentid to
communicating within the region and for the region to participate

in legidative affairs from a distance.

Should adopt a"best practices' gpproach to ensure regulations are
implemented consstently in different counties and jurisdictions.
The industry can help educate the broad-based public about its
future and needs. The problem in an industry like timber/wood
productsisthat the climate is not one of trust. So, certain industries
need government and/or university to be more assartive in
defending the industry and getting its message out.

Regulatory requirements clearly have grown out of contral,
especialy when compared to neighboring states. Wheat prevents us
from adopting the Oregon model ? State leaders need to come out
and learn about the industry. It needs to be viewed as important to
the state's economy.

Thereis often a difference between state law code vs.
implementation via regulation.




Need to continue to recognize that local capacity to do economic
development isimportant. State has played a very important rolein
this.

Participantsin the Timber/Wood Products Industry Cluster Focus
Group Discussion

The following cluster representatives participated in the Naturd
Resources-Based Regionad Forum on November 8, 1995 at the VFW Hall
in Nevada City.

Terri Davies John Kdller
Louisana Pacific Keler Custom Wood
Bill McKillop John Rogers
Universty of Cdifornia, Davis Ingtitute for Sustainable Forestry
Tim Schdlich

Roseburg Forest Products



Key Policy |ssues
for the
Telecommunications Industry Cluster

San Diego Regional Forum
(Note: San Diego served as a pilot to test the two-track planning process)

Future Opportunities

Cluster representatives were asked, "In five years, what can the
telecommunications cluster look like in the San Diego Region?”

The widdy shared vison isfor San Diego to emerge as amgjor globa
center of the wirdless communications industry. This center of excellence
in wirdess communications can have the fallowing characteridics

Includes communications and multimedia products.

Is grounded in world class "homegrown" businesses.
Attracts mgjor internationa players.

Companies will continue manufacturing in San Diego;
Developsloca supplier base, with companies sourcing both

globdly and locdly.
Leadsin the development, as well asthe use/gpplication, of
wireless technologies.
Islinked to other Cdiforniaregions, and to the Tijuanaregion via
"blurred” border.
Is grounded in strong academic-business bridge (" collaboratory™).
Key Needs
Clugter representatives were asked, "What three steps must be taken to
achieve the vison?"
| Economic Foundations | Stated Needs
Education/Workforce - Increase partnerships with the univergties to
fedilitate goin-offs.
More money for higher education to produce more
engineers, and develop red specidization in areas
like network computing, software and materias
science.
Help attract technicd tdent from outsde the
region.
Continue education for people on the shop floor.
Capital - Deveop gtrong locd financid indtitutions--
commercid and investment banking. Specific needs
include capitd equipment financing.




Need to create "nonventure capitd™ dternatives
for patient capita, particularly for defense
technology spin-offs.

Technology

Increase funding for universities to develop new
technologies.

Create aregiond incubator or technology park to
facilitate entrepreneurship.

Regulatory

All levels of government should stop behaving like
busnessis the enemy. Move beyond "one-stop.”
Eliminate the fee-based nature of the regulatory
system, which promotes adversariad relaions.
Advocate for reciprocity in telecommunications
markets internationaly. Advocate for internationd
standards.

Tax/Fiscal

Provide incentives for companies to use new
technologies.

Decrease the personal income tax.

Creste friendlier business tax environment.

Supplier Development

Encourage distributors to set up officesin San
Diego to expedite ddivery. Develop efficient
suppliers and ancillary businessesin San Diego.

Industry Networking

Companies, large and smdl, need to learn to
cooperate as well as compete.

San Diego needs a venue to encourage networking
among technology businesses, and banding together
around issues.

Information
Infragtructure

Accelerate infrastructure devel opment by
advocating for deregulation.
Get more people in San Diego on the Internet.

Quality of Life

Deveop culturd amenities to make San Diego a
more well-rounded community.
Take steps to ded with high cost of housing.

Marketing

Develop anew high-tech image for San Diego that
goes beyond tourism.

Market San Diego region and the state East and
West.

Help smal companies address problem of alobal




digribution.

Trangportation - Addresslack of public trangportation.

Emerging congestion problems need solution, but
do not impaose on business.

Address problems of filling trucks going back East.
Improve the arport for internationa commerce.

Foster better environment for start-ups.
Define the cluster by whereiit is, not politica
boundaries.

Key Policy Issuesfor the Telecommunications Industry Cluster

Cluster representatives discussed key policy issues for the industry cluster,
the region and the state to address to grow the cluster:

Keeping the universty system (UCSD and SDSU) strong is
absolutdly the key to growing the smdl tdecommunications cluster
into an internationd center for wirdess communications. Thisis
important both for workforce education and technology
development.

The industry snatches up loca engineering/software graduates,
attracts people from outside, retrains displaced workers and ill
has growth-tifling workforce shortages. (The UCSD engineering
program, for example, is capacity congtrained.) Technology
breskthroughs at the university, and resulting spin-offs, are the
main reason why this clugter isin San Diego, and can continue to
be amagnet.

The state must fund education in critical aress thet are determined
by pands like this one. The answer for the universities may not be
more money, but restructuring to focus on core competencies and
fewer, more speciaized aress.

Advanced manufacturing is entirely possible in, and gppropriate
for, San Diego and Cdifornia.. We lead on process technologies.
But, again, the key to advanced manufacturing is high-vaue-added
workers that can develop and use technology. The technology is
the key to competitivenessin thisindustry, not basic
manufacturing cods.

Clugter leaders want government officids at al levels, educators
and bankers to make an effort to get to know the
telecommunications business . Business leaders acknowledge that




local officids are redly making an effort to understand their
business.

These businesses percaive, through ther interaction with
government & dl leves, that government thinks businessis "the
enemy"-- that Cdiforniamust protect its citizens from business .
Businessis surprised by this, because they believe employing
peopleis avauable and essentid service that should be cherished
by the community and Sate.

What irks CEOs is the tremendous effort that they have to go
through to do smple things, like get atraffic light indaled or
create aparking lot . While locd officids are cutting through the
layersthat have built up overtime, business people want
fundamenta reform rather than management by exception. They
perceive other gtates that are courting them as more willing to
address fundamental road blocks.

Theindustry wants amgjor bank to commit to San Diego and the
telecommunications industry, and believesthisis essentid to ther
industry and a good business opportunity for the bank. Industry
leaders currently court San Francisco, New Y ork or Hong Kong,
and would rather do businesslocally.

The state'srole is to remedy the "big problems’ (e.g., tax structure
issues) and then to help the regions help themselves. Education and
transportation, for example, must be restructured region by region.
From the perspective of these home-grown Cdifornia companies,
there is SO much that is good about Cdifornia--entrepreneurism,
diversity, freedom--that tax and regulatory issues are at this stage
of the cluster's development lessimportant. Y et these are
sgnificant enough to some to cause them to reconsider expansion
in San Diego.

Internationaly, regulations and standards are used to control
markets. Can Cdliforniause its clout to affect domestic
deregulation and European reciprocity?

Participantsin the Telecommunications Industry Cluster Focus
Group Discussion

The following cluster representatives participated in the San Diego
Regiona Forum on April 28, 1995 at Quacomm. Inc.

Stephen Burke Martha Dennis
Vice Presdent, Business Planning Founder and Vice President, Engineering
Sony Electronics Inc. Pecific Communications Sciences

Susan Fratamico

John Eger :
Professor of Communicetions Group Managg A _Sgr':tatseglc Plans and
Sen Diego State University ]

San Diego Gas & Electric



Robert Kohler
Executive Vice Presdent
TRW Avionics & Surveillance Group

Mark Sheddon
Deputy Director for Applied
Technology
San Diego Supercomputer Center

Derek R. May
President
QUALCOMM Persond Electronics

Alan Dicker
President
Nationd Circuits

Danid Romano
Vice Presdent
Nokia Mobile Phones R& D Center

Harvey P. White
President & COO
QUALCOMM

James DeBdllo
Chairman and CEO
Solectek, Inc.



Key Policy |ssues

for the

Health Care Technologies Industry Cluster

Future Opportunities

San Diego Regional Forum

Cluster representatives were asked, "What can San Diego's hedlth care
technologies cluster look like five years from now?"

The key dements of the vison indude the following:

Some companies will successfully shift from R&D to
manufacturing. Others will keegp a development focusin San
Diego, and manufacture e sewhere. Still others will be "virtud"
companies that develop subcontractor and partner relaionsto do
many business functions.

There was widespread agreement that the industry in San Diego
will consolidate from 200 firmsto 50 larger firms and 50 supplier
firms. Mycogen or Amylin could be the next $1 billion company.
Theindustry will grow in employment 5% to 15% annudly.

The dramatic change in the industry nationwide presents
opportunities for smal companies.

Strategic dliances as away to secure funding will proliferate.

San Diego will lose many of its heedquarters companies through

mergers.

Medicd devices will get needed gpprovals and continue tradition
of manufacturing in San Diego.

Key Needs

Participants were asked, "What three steps must be taken to achieve the

vidon?'

| Economic Foundations |

Stated Needs

Education/\Wor kfor ce

Increase funding for the univerdty to develop
Specific specidtiesin areas such as pharmacol ogy.
Ensure that education system provides computer
traning a dl leves, induding K-12.

Capital

Invest asmdl portion of Cdifornia penson funds
in biotech start-ups, smilar to the Wisconsn

program.
Re-educate the investment community about the




potentia for hedlth care technologies in San Diego.
Increase funding for the university to enhance the
start-up process.

Technology

Develop shared infrastructure for
biopharmaceutica manufacturing (Phase 1 and 111
production.)

Regulatory

Reform tort law to minimize frivolous dlass action
auits.

Use Cdifornias clout to advocate for more
expeditious gpprovas by U.S. FDA, and
amplification of FDA process.

Eliminate the Cdifornia FDA.

Find asolution for low-levd radioactive waste.
Smplify locd and Sate government regulations,
expedite processes (e.g., investor fairness
hearings).

Tax/Fiscal

Decrease margina income tax rates for individuas.
Provide incentives for development of land and
fedlities comparable to other states.

Affect mgor tax change that would be symbolic
that Californiawants busnessesto stay.

Supplier Development

Deveop business services sector.
Recognize that new facilities will mean new jobs.

Industry Networking

BIOCOM can help develop dliances.

Information
Infragtructure

Accderate infragtructure devel opment by
advocating for deregulation.
Get more people in San Diego on the Internet.

Quiality of Life

People like it (the environment) here.

Marketing

Be on the offensve to get big firms to come, Say.
Cdiforniamust market the clugter interndly;
demondtrate that it has a dtrategy.

Physical Infrastructure

Overturn trip reduction legidation. Ded with this
through public policy and invesment in
dterndives, rather than burdening business.

Other

Remove the disncentives to operatina in




Cdifornia. Redlly do not need incentives as much
asto fix basic problems.

Provide incentives for manufacturing here (Smilar
to Puerto Rico.)

State needs to send asigna that Cdifornia means
business.

Implement the recommendations of ADEPT and
the Council on Cdlifornia Compstitiveness

Key Palicy Issuesfor the Healthcare Technologies Industry Cluster

Clugter representatives discussed key policy issues for the industry cluster,
the region and the state to address to grow the cluster:

Asthe hedth care technologies cluster moves toward
manufacturing, capita financing for development and expansion
expenses are the most pressing issues facing the cluster. Cluster
leaders uphold Wisconsin as amoded program for using penson
fundsto invest--viaa good andyst-- in start-ups that are desperate
for capitd but have a promising future. Help from the Sate in
financing fadilities through bonds would be very helpful--not a
"hand-out' but away of leveraging the state's clout to help grow
businesses.

The universty system has sown the seeds for thisindudiry, but
companies need new kinds of speciaized expertise such as
pharmacology and toxicology. Instead of strengthening the system,
the sate is reducing support, veering from the grand plan.
Perceived ingability in the water supply is a serious concern to this
industry--a 'ticking time bomb." Mayor Golding has done a good
job of easing concernsin the short run.

Companies are wooed strongly by other states offering mgor tax
incentives and financing packages . While companiesiinitidly said
they want specid incentives, what they redly want iswholesde
remova of the regulatory and tax disncentives. The high margind
tax rate on personal income bothers them. The retail approach
focusing on helping only certain companies, rather than dedling
with mgjor issues affecting al companies, troubles them.

Some companies believe it does not pay to "grow up” in
Cdifornia, and that Cdifornia can remain only an economy of
boutique research firms. As companies grow, the state becomes
incredibly intrusve in terms of the number of regulations
companies have to comply with; it becomes hard to focus on
running the business. Also, when firms get to a certain Sze and
vighility, they become targets for lawyers, environmentalists,
consumer groups and the law does not protect companies. If
companies expand in Cdifornia, Cdifornias high tax rate gets
weighted rdlatively high in computing worldwide tax lidbility.




Proposition 13 creates artificia differences between exigting
companies and expanding companies.

It isimportant to the companiesto fed like Caiforniawants them
to stay and has a dtrategy for their industry; companies need to get
atention from Cdifornia. Even very smdl companies get the
persond attention of Governorsin other states. While they
recognize this may not be possblein a gate as large as Cdifornia,
they want someone a a high level to demondrate that Cdifornia
wants these companies to stay as much asthe other sates thet are
courting them. Relaive to the dick promotiona efforts of other
dates, Cdiforniardates to them in a hgphazard, impersona way.
Cdiforniashould develop an internd marketing campaign,
developing marketing materids for each cluster . The state should
develop a dtrategy and brochure, and market insde the state
through persond contact. Word will spread quickly through word
of mouth.

Cdiforniacan useits clout to help hedth care technology
companies advocate for amore expeditious FDA process. This
would demondrate that Cdliforniais on the Sde of these
companies, and supporting them in atangible way.

A symbolic, important first step would be to diminate the
Cdifornia FDA. Thiswould send a strong signd to the indudtry.
The agency islittle known, has unclear purpose, is duplicative of
federd FDA, and causes sgnificant annoyance and adminigtretive
burden to hedlth care technology businesses.

Companies have little awareness of what the state has been doing
to encourage economic development in the last years. For example,
senior executives did not seem aware of the tax reform legidation
of 1993. Some companies were not aware that Caifornia
eliminated the disncentives to be taxed on the waters edge method
vs. worldwide method.

Small companies need help understanding policy changes, and
accessing people who can help them. Only by accident, for
example, did one firm find out about EDD training funds and the
community college Workplace Learning Resource Center.
Companies need a single point of entry to turn to for help
accessing dl loca and state resources.

At dl levds, regulations need to be smplified and streamlined, and
become more time and cogst-sensitive. But attitude, reflected in
how businesses are tregted, remains the #1 issue.

Most people who founded companies want to stay in San Diego,
and want to be provided arguments they can use to convince their
boards and large-company partners about why they should stay.
Mog believe Cdiforniais till the best place in the world to be an
entrepreneur. The idea of sarting abusinessis part of society, and
falure is accepted as part of the learning process.

San Diego isthe ided place to try to change business perceptions
of Cdifornia, becausethereisa"oneness' here. The community



has been coming together around biotech and biomed the last
severd years, and had accomplishments. Communication between
education (particularly a the community college leve) and
business has improved grestly in the last few years, quaity
improvement isabig culturd change and firms need outside
trainersto help.

Cdifornia should compare the budget of the Cdifornia Trade and
Commerce Agency to those of other Cdifornia regulatory
agencies, and then compare thisratio to those of other states!
Budgets communicate priorities.

Participantsin the Healthcare Technologies Industry Cluster Focus
Group Discussion

The following cluster representatives participated in the San Diego
Regiond Forum on April 28, 1995 at Qualcomm, Inc.

John Conn Lois Crandell
Vice President for Operation President/CEO
IVAC Corporation Genetronics
A. Stephen Dahms Howard E. (Ted) Greene
Director Chairman/CEO
CSUPERB, CSU Amyline Pharmaceuticals, Inc.
William W. Otterson Ann Ryder Randolph
Co-founder and Director Managing Director
UCSD CONNECT BIOCOM/San Diego
Rose Tomich-Litz Duane J. Roth
Director of Operations Chairman, President/CEO
Arkive Information Systems Alliance Pharmaceutica Corp.
K enneth John Widder James McGraw
Chairman and CEO Managing Principa

Molecular Biosystems, Inc. McGraw-Badwin Architects



